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EXECUTIVE SUMMARY

AUDIT EXAMINATION OF THE
TAYLOR COUNTY FISCAL COURT

Fiscal Year Ended June 30, 2001

The Auditor of Public Accounts has completed the Taylor County Fiscal Court audit for fiscal year
ended June 30, 2001. We have issued an unqualified opinion on the financia statements taken as a
whole. Based upon the audit work performed, the financia statements are presented fairly in al
material respects.

Report Comment:

All Claims Should Be Presented To Fiscal Court For Review And Approval Prior To Payment

Financial Condition:

Cash balances increased by $355,967 from the prior fisca year, resulting in a cash surplus of
$1,299,598 as of June 30, 2001. Receipts increased by $3,045,712 and disbursements increased by
$3,349,062.

Debt Obligations:

Operating lease principal agreements totaled $613,617 as of June 30, 2001. Future principa and
interest payments of $690,469 are needed to meet these obligations.

Deposits:

Thefiscal court's deposits were insured and collateralized by bank securities or bonds.
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EDWARD B. HATCHETT, JR.
AUDITOR OF PuBLIC ACCOUNTS

To the People of Kentucky
Honorable Paul E. Patton, Governor
T. Kevin Flanery, Secretary
Finance and Administration Cabinet
Dana Mayton, Secretary, Revenue Cabinet
Honorable Eddie Rogers, Taylor County Judge/Executive
Members of the Taylor County Fiscal Court

Independent Auditor’ s Report

We have audited the accompanying statement of assets, liabilities, and fund balances arising from
cash transactions of Taylor County, Kentucky, as of June 30, 2001, and the related statement of
cash receipts, cash disbursements, and changes in cash balances for the year then ended. These
financial statements are the responsibility of the Taylor County Fiscal Court. Our responsibility is
to express an opinion on these financial statements based on our audit. We did not audit the
financial statements of the Taylor County Hospital District and Taylor County Hospital District
Health Facility Corporation. Other auditors whose report has been furnished to us audited those
financial statements, and our opinion, insofar as it relates to the amounts included for the Taylor
County Hospital District and Taylor County Hospita District Health Facility Corporation is based
on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America, the standards applicable to financia audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, and the Audit Guide for Fiscal
Court Audits issued by the Auditor of Public Accounts, Commonwealth of Kentucky. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

As described in Note 1, Taylor County, Kentucky, preparesits financial statements on a prescribed
basis of accounting that demonstrates compliance with the modified cash basis and laws of
Kentucky. Under this basis of accounting, assets, liabilities, and related revenues and expenditures
are recorded when they result from cash transactions, with a few exceptions. This modified cash
basis recognizes revenues when received, except for the recording of long-term receivables and
deferred revenue. Expenditures are recognized when paid, except for the recording of long-term
obligations and amounts to be provided in future years. The modified cash basis accounting
system does not require an entity to maintain a general fixed asset group or a general long-term
debt group of accounts.

144 CAPITOL ANNEX 2501 GEORGETOWN ROAD, SUITE 2
FRANKFORT, KY 40601-3448 FRANKFORT, KY 40601-5539
TELE. 302.564.5841 AN EQUAL OPPORTUNITY EMPLOYER M/F /D TELE. 502.573.0080
FAX 502.564.2912 FAX 502.573.0067

ehatchett@kyauditor.net
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To the People of Kentucky

Honorable Paul E. Patton, Governor

T. Kevin Flanery, Secretary

Finance and Administration Cabinet

Dana Mayton, Secretary, Revenue Cabinet

Honorable Eddie Rogers, Taylor County Judge/Executive

Members of the Taylor County Fiscal Court

In our opinion, based on our audit and on the report of the other auditors, the financial statements
referred to above present fairly, in all material respects, the assets, liabilities, and fund balances
arising primarily from cash transactions as of June 30, 2001 of Taylor County, Kentucky, and the
revenues received and expenditures paid for the year then ended, in conformity with the modified
cash basis of accounting.

In accordance with Government Auditing Standards, we have also issued our report dated
March 22, 2002 on our consideration of Taylor County, Kentucky’s internal control over financia
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grants. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the results of
our audit.

The accompanying financial information listed as supporting schedules in the table of contents is
presented for purposes of additional analysis and is not a required part of the financial statements
of Taylor County, Kentucky. The accompanying schedule of expenditures of federal awards is
presented for purposes of additiona analysis as required by U.S. Office of Management and
Budget Circular A—133, Audits of States, Local Governments and Non-Profit Organizations, and is
not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated, in all materia respects, in relation to the basic financia statementstaken as awhole.

Based on the results of our audit, we present the schedule of findings and questioned costs,
included herein, which discusses the following area of noncompliance:

e All Claims Should Be Presented To Fiscal Court For Review And Approval Prior To Payment
Respectfully submitted,

S0 Redb il

Edward B. Hatchett, Jr.
Auditor of Public Accounts

Audit fieldwork completed -
March 22, 2002
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Fiscal Y ear Ended June 30, 2001
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Property Valuation Administrator
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County Treasurer
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TAYLOR COUNTY
STATEMENT OF ASSETS, LIABILITIES,
AND FUND BALANCES ARISING FROM CASH TRANSACTIONS

Assets

Generd Fund Type

General Fund:
Cash

Road and Bridge Fund:

Cash
Jail Fund:
Cash

Local Government Economic Assistance Fund:

Cash

Hre Protection Fund:

Cash

Payrdll Revolving Account - Cash
Deferred Compensation Accourt - Cash

Specia Revenue Fund Type

Community Development Block Grant Fund:

Cash
Specia Fund:
Cash
Sate Fund:
Cash

Teblos Bend Fund:

Cash
Wireless Fund:
Cash

Total Assets

June 30, 2001

136,670

53489

2569

2155
1335

541

41,667

350024

58,624

Page 7

$ 84r27

455861

The accompanying notes are an integral part of the financial statements.

$ 1303088
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TAYLOR COUNTY
STATEMENT OF ASSETS, LIABILITIES, AND FUND BALANCES
ARISING FROM CASH TRANSACTIONS
June 30, 2001
(Continued)

Liabilities and Fund Balances

Liabilities

Cenera Fund Types

Payrall Revolving Account $ 2155

Deferred Compensation Plan Account 13365 % 3490
Fund Balances

Reserved:

Cenegrd Fund Type

Hre Pratection Fund 726
Specia Revenue Fund Type

Community Development Block Grant Fund $ 5

Specia Fund 5541

Sate Fund 41,667

Tebbs Bend Fund 350,024

Wireless Fund 58,624 455,861
Unreserved:

Generd Fund Type

General Fud $ 650283

Road and Bridge Fund 136,670

Jail Fund 53489

Local Government Economic Assistance Fund 2,569 843011
Total Liabilities and Fund Balances $ 1303088

The accompanying notes are an integral part of the financial statements.
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CASH DISBURSEMENTS, AND CHANGES IN CASH BALANCES

TAYLOR COUNTY
STATEMENT OF CASH RECEIPTS,

Fiscal Y ear Ended June 30, 2001

Cash Receipts

Schedule of Operating Revenue
TransfersIn

Borrowed Money

Kentucky Advance Revenue Program

Total Cash Receipts

Cash Dishursements

Comparative Schedule of Final Budget
and Budgeted Expenditures

Public Courthouse Corporation Fund -
Interest on Borrowed Money

Transfers Out

Borrowed Money Repaid

Kentucky Advance Revenue Program

Repaid
Total Cash Disbursements
Excess (Deficiency) of Cash Receipts
Over (Under) Cash Disbursements
Cash Balance - July 1, 2000

Cash Balance - June 30, 2001

The accompanying notes are an integral part of the financial statements.

General Fund Type

Page 10

Totals Road and
(Memorandum  General Bridge
Only) Fund Fund Jail Fund
$ 6132345 $ 3537803 $ 1140456 $ 98716
1,011,886 981,094
360,080
1,698,800 1,698,800
$ 9203111 $ 5236603 $ 1140456 $ 1079810
$ 5416297 $ 2575647 $ 1230194 $ 681806
22,344
1,011,886 1,011,886
697,817 360,081
1,698,800 1,698,800
$ 8847144 $ 5286333 $ 1230194 $ 1041887
$ 3B5%7 $ (49730) $ (8973 $ 37923
943,631 700,013 226408 15,566
$ 1299598 $ 650283 $ 136670 $ 53489




TAYLOR COUNTY
STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS, AND
CHANGES IN CASH BALANCES

Fiscal Y ear Ended June 30, 2001

(Continued)
Capital
Projects
Fund
General Fund Type Type Special Revenue Fund Type
Local Community
Government Public D evelopment
Economic Fire Courthouse Block
A ssistance Protection Corporation Grant Special
Fund Fund Fund Fund Fund
$ 2,742 $ 1300 $ $ 505659 $ 38,559
11,780 19,012
360,080
$ 2742  $ 1300 $ 360080 $ 517439 $ 57,571
$ 1391 $ 1000 $ $ 517434 $ 52,030
22,344
337,736
$ 1391 $ 1000 $ 360080 $ 517434 $ 52,030
$ 1351 % 300 $ $ 5 % 5541
1,218 426
$ 2569 % 726 $ 0 $ 5 % 5541

The accompanying notes are an integral part of the financial statements.
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TAYLOR COUNTY
STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS, AND
CHANGES IN CASH BALANCES
Fiscal Y ear Ended June 30, 2001

(Continued)
Special Revenue Fund Type

Pride State Adanta
Cash Receipts Fund Fund Fund
Schedule of Operating Revenue $ 15000 $ 267918 $ 115544
Transfers In
Borrowed Money
Kentucky Advance Revenue Program
Total Cash Receipts $ 15000 $ 267918 $ 115544

Cash Disbursements

Comparative Schedule of Final Budget
and Budgeted Expenditures $ 15000 $ 226251 $ 115544
Public Courthouse Corporation Fund-
Interest On Borrowed Money
Transfers Out
Borrowed Money Repaid
Kentucky Advance Revenue Program
Repaid

Total Cash Disbursements $ 15000 $ 226251 $ 115544

Excess (Deficiency) of Cash Receipts
Over (Under) Cash Disbursements ~ $ $ 41667 $
Cash Balance - July 1, 2000

Cash Balance - June 30, 2001 $ 0O $ 41667 $ 0

The accompanying notes are an integral part of the financial statements.
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TAYLOR COUNTY
STATEMENT OF CASH RECEIPTS, CASH DISBURSEMENTS, AND
CHANGES IN CASH BALANCES
Fiscal Y ear Ended June 30, 2001
(Continued

Special Revenue Fund Type

Tebbs
Bend Wireless
Fund Fund

$ 350024 $ 58,624

$ 350024 ' $ 58,624

$ 350024 $ 58,624

$ 350024 ' $ 58,624

The accompanying notes are an integral part of the financial statements.
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TAYLOR COUNTY
NOTESTO FINANCIAL STATEMENTS

June 30, 2001
Note 1. Summary of Significant Accounting Policies

A. Reporting Entity

The financial statements of Taylor County include the funds, agencies, boards, and entities for
which the fiscal court is financially accountable. Financial accountability, as defined by Section
2100 of the GASB Caodification of Governmental Accounting and Financial Reporting Standards,
as amended by GASB 14, was determined on the basis of the government’s ability to significantly
influence operations, select the governing authority, participate in fiscal management and the scope
of public service. Based upon the application of the criteria stated in GASB 14, management has
included the Public Courthouse Corporation and Taylor County Hospital District and Taylor
County Hospital District Health Facility Corporation as part of the reporting entity.

The Public Courthouse Corporation is a legally separate entity established to provide long-term
debt service for the Fiscal Court. The Corporation’s governing body consists entirely of Fiscal
Court members. Therefore, management has included the Public Courthouse Corporation as a
component unit, and the entity’ s financial activity was blended with that of the Fiscal Court.

The Taylor County Hospital District and Taylor County Hospital District Health Facility
Corporation is a legally separate entity. The fiscal court is able to impose its will on the hospital’s
governing body and is entitled to any assets if the hospital is sold. Therefore, management has
included this entity as a component unit, and the entity’ s financial activity is discretely presented in
Appendix B.

Additiona - Taylor County Constitutional Elected Officias

e Circuit Court Clerk

*  County Attorney

e County Clerk

e County Sheriff

e Property Vauation Administrator

The Kentucky constitution provides for election of the above officials from the geographic area
constituting Taylor County. Pursuant to state statute, these officials perform various services for the
Commonwealth of Kentucky, itsjudicial courts, the fiscal court, various cities and special districts
within the county, and the board of education. In exercising these responsibilities, however, they
are required to comply with state laws. Audits of their financial statements are issued separately
and individually and can be obtained from their respective administrative offices.

B. Fund Accounting

Fund accounting is designed to demonstrate legal compliance and to aid financial management by
segregating transactions related to certain government functions or activities. The government uses
funds to report on its financial position and the results of its operations. A fund is a separate
accounting entity with a self-balancing set of accounts. Taylor County Fiscal Court’s Fund Types,
adefinition of each, and county funds included within each fund type are listed bel ow.
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TAYLOR COUNTY
NOTESTO FINANCIAL STATEMENTS
June 30, 2001
(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)

B. Fund Accounting (Continued)

1) Genera Fund Type

Genera Fund Type accounts for al financial resources except those required to be accounted for in
another fund type. The Taylor County General Fund Type includes the following county funds:
General Fund, Road and Bridge Fund, Jail Fund, Local Government Economic Assistance Fund,
and Fire Protection Fund.

2) Capital Projects Fund Type

Capital Projects Fund Type accounts for financial resources to be used for acquisition of major
capitd facilities. The Public Courthouse Corporation Fund of the Fiscal Court is reported as a
Capital Projects Fund Type.

3) Special Revenue Fund Type

Special Revenue Fund Type accounts for the proceeds of specific revenue sources that are legally
restricted to expenditures for the specified purpose. The Speciad Revenue Fund Type includes the
following county funds. Community Development Block Grant Fund, Special Fund, Pride Fund,
State Fund, Adanta Fund, Tebbs Bend Fund, and Wireless Fund.

C. Basisof Accounting

For al fund types, the county utilizes a modified cash basis of accounting, which is a comprehensive
basis of accounting other than accounting principles generally accepted in the United States of America
Under this basis of accounting, assets, liabilities, and related revenues and expenditures are recorded
when they result from cash transactions, with a few exceptions. This modified cash basis recognizes
revenues when received, except for the recording of long-term receivables and deferred revenue.
Expenditures are recognized when paid, except for the recording of long-term obligations and amounts
to be provided in future years.

D. Lega Compliance - Budget

The Taylor County budget is adopted on a cash basis of accounting and according to the laws of
Kentucky as required by the State Local Finance Officer. The County Judge/Executive is required to
submit estimated receipts and proposed expenditures to the fiscal court by May 1 of each year. The
budget is prepared by fund, function, and activity and is required to be adopted by the fiscal court by
July 1.

The fiscal court may change the original budget by transferring appropriations at the activity level;
however, the fiscal court may not increase the total budget without approval by the State Loca Finance
Officer. Expenditures may not exceed budgeted appropriations at the activity level.

Formal budgets are not adopted for the Public Courthouse Corporation Fund (Capita Projects Fund) and
the Tebbs Bend Fund (Special Revenue Fund). The Department for Local Government does not require
the Public Courthouse Corporation Fund to be budgeted. However, a formal budget should have been
adopted for the Tebbs Bend Fund. Although no expenditures were made from this fund, they received
$350,024 in federal revenues.
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TAYLOR COUNTY
NOTES TO FINANCIAL STATEMENTS
June 30, 2001
(Continued)

Note 1. Summary of Significant Accounting Policies (Continued)

E. Cash and Investments

Cash includes amounts in bank accounts, and investments are stated at cost. Investments may
include certificates of deposit on the financia statements; however, for the purpose of disclosing
credit risk (Note 3), investments exclude certificates of deposit.

KRS 66.480 authorizes the county to invest in the following, including but not limited to,
obligations of the United States and of its agencies and instrumentalities, obligations and contracts
for future delivery or purchase of obligations backed by the full faith and credit of the United
States, obligations of any corporation of the United States government, bonds or certificates of
indebtedness of this state, and certificates of deposit issued by or other interest-bearing accounts of
any bank or savings and loan ingtitution which are insured by the Federal Deposit Insurance
Corporation (FDIC) or which are collateralized, to the extent uninsured, by any obligation
permitted by KRS 41.240(4).

Note 2. Employee Retirement System

The county has elected to participate in the County Employees Retirement System (CERS),
pursuant to KRS 78.530 administered by the Board of Trustees of the Kentucky Retirement
Systems. Thisis a multiple-employer public retirement system, which covers al eligible full-time
employees. Benefit contributions and provisions are established by statute. Nonhazardous covered
employees are required to contribute 5 percent of their salary to the plan. The county’s
contribution rate for nonhazardous employees was 7.17 percent. Hazardous covered employees are
required to contribute 7 percent of their salary to the plan. The county’s contribution rate for
hazardous employees was 16.78 percent.

Benefits fully vest on reaching five years of service for nonhazardous employees. Aspects of
benefits for nonhazardous employees include retirement after 27 years of service or age 65.
Aspects of benefits for hazardous employees include retirement after 20 years of service or age 55.

Historical trend information showing the CERS' progress in accumulating sufficient assets to pay
benefits when due is present in the Kentucky Retirement Systems' annual financial report.

Note 3. Deposits

The county maintained deposits of public funds with depository institutions insured by the Federal
Deposit Insurance Corporation (FDIC). According to KRS 66.480(1)(d) and KRS 41.240(4), the
depository institution should pledge or provide sufficient collatera which, together with FDIC
insurance, equals or exceeds the amount of public funds on deposit at al times. In order to be valid
against the FDIC in the event of failure or insolvency of the depository ingtitution, this pledge or
provision of collateral should be evidenced by an agreement between the county and the depository
ingtitution, signed by both parties, that is (a) in writing, (b) approved by the board of directors of
the depository institution or its loan committee, which approval must be reflected in the minutes of
the board or committee, and (c) an officia record of the depository institution. These requirements
were met, and as of June 30, 2001, the county’s deposits were fully insured or collateralized at a
100% level with collateral of either pledged securities held by the county’s agent in the county’s
name, or provided surety bond which named the county as beneficiary/obligee on the bond.
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TAYLOR COUNTY

NOTES TO FINANCIAL STATEMENTS
June 30, 2001
(Continued)

Note 4. Lease-Purchase Agreements

A. OnJduly 29, 1997, the Taylor County Fiscal Court entered into a lease-purchase agreement with
the Kentucky Association of Counties Leasing Trust (KACoLT). The lease-purchase
agreement was for the purchase of Sheriff’s cars and equipment. The principa was $49,833 at
a variable interest rate for a period of 5 years, interest and principal paid monthly. Principa
outstanding as of June 30, 2001 is $12,564. Lease payment requirements excluding an
anticipated interest rebate from KACoOLT are:

Scheduled Scheduled

Fiscal Y ear I nterest Principal
2002 $ 286 $ 10,748
2003 9 1,816
Totals $ 295 $ 12,564

B. On June 7, 1999, the Taylor County Fiscal Court entered into a lease-purchase agreement with
the Kentucky Association of Counties Leasing Trust (KACoLT). The lease-purchase
agreement was for the purchase of rescue vehicles. The principal was $59,952 at a variable
interest rate for a period of 5 years, interest and principal paid monthly. Principal outstanding
as of June 30, 2001 is $37,391. Lease payment requirements excluding an anticipated interest
rebate from KACoOLT are:

Scheduled Scheduled
Fiscal Y ear Interest Principal
2002 $ 1,185 $ 11,974
2003 732 12,427
2004 261 12,990

Totals $ 2,178 $ 37,391
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TAYLOR COUNTY

NOTES TO FINANCIAL STATEMENTS
June 30, 2001
(Continued)

Note 4. Lease-Purchase Agreements (Continued)

C. On August 2, 1999, the Taylor County Fisca Court entered into a lease-purchase agreement
with the Kentucky Association of Counties Leasing Trust (KACoLT). The lease-purchase
agreement was for the purchase of dump trucks. The principal was $92,580 at a variable
interest rate for a period of 5 years, interest and principal paid monthly. Principal outstanding
as of June 30, 2001 is $60,777. Lease payment requirements excluding an anticipated interest
rebate from KACoOLT are:

Scheduled Scheduled
Fiscal Y ear Interest Principal
2002 $ 1,944 $ 18,376
2003 1,248 19,072
2004 542 23,329
Totals $ 3,734 $ 60,777

D. On October 14, 1999, the Taylor County Fiscal Court entered into a lease-purchase agreement
with the Kentucky Association of Counties Leasing Trust (KACoLT). The lease-purchase
agreement was for the purchase of equipment for 911. The principal was $300,000 at a
variable interest rate for a period of 5 years, interest and principal paid monthly. Principa
outstanding as of June 30, 2001 is $206,747. Lease payment requirements excluding an
anticipated interest rebate from KACoLT are:

Scheduled Scheduled
Fiscal Y ear Interest Principal
2002 $ 6,719 $ 59,180
2003 4,462 61,419
2004 2,119 63,744
2005 170 22,404

Totals $ 13,470 $ 206,747




Page 19
TAYLOR COUNTY

NOTES TO FINANCIAL STATEMENTS
June 30, 2001
(Continued)

Note 4. Lease-Purchase Agreements (Continued)

E. On April 4, 2001, the Taylor County Fiscal Court entered into a lease-purchase agreement with
the Kentucky Association of Counties Leasing Trust (KACoLT). The lease-purchase
agreement was for the purchase of equipment for 911. The principal was $81,000 at a variable
interest rate for a period of 5 years, interest and principal paid monthly. Principal outstanding
as of June 30, 2001 is $81,000. Lease payment requirements excluding an anticipated interest
rebate from KACoOLT are:

Scheduled Scheduled
Fiscal Y ear I nterest Principal
2002 $ 2,796 $ 15,000
2003 2,219 16,000
2004 1,621 16,000
2005 1,007 17,000
2006 370 17,000
Totals $ 8,013 $ 81,000

F. On April 4, 2001, the Taylor County Fiscal Court entered into a lease-purchase agreement with
the Kentucky Association of Counties Leasing Trust (KACoLT). The lease-purchase
agreement was for the purchase of a fire truck. The principal was $215,138 at a variable
interest rate for a period of 10 years, interest and principal paid monthly. Principal outstanding
as of June 30, 2001 is $215,138. Lease payment requirements excluding an anticipated interest
rebate from KACoOLT are:

Scheduled Scheduled
Fiscal Y ear Interest Principal
2002 $ 8,742 $ 18,000
2003 7,984 18,000
2004 7,208 19,000
2005 6,391 20,000
2006 5,532 21,000
Thereafter 13,305 119,138

Totals $ 49,162 $ 215138
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TAYLOR COUNTY
NOTES TO FINANCIAL STATEMENTS
June 30, 2001
(Continued)

Note 4. Lease-Purchase Agreements (Continued)

G. On April 5, 2001, the Taylor County Fiscal Court entered into a lease agreement for $360,080
with the Kentucky Association of Counties Leasing Trust (KACoLT). The proceeds from this
lease were used to pay principal and interest on an existing note with Taylor County Bank. On
June 27, 2001, Taylor County Fiscal Court paid thislease agreement in full.

Note 5. Insurance

For the fiscal year ended June 30, 2001, Taylor County was a member of the Kentucky Association
of Counties’ All Lines Fund (KALF). KALF is a self-insurance fund and was organized to obtain
lower cost coverage for general liability, property damage, public officials’ errors and omissions,
public liability, and other damages. The basic nature of a self-insurance program is that of a
collectively shared risk by its members. If lossesincurred for covered claims exceed the resources
contributed by the members, the members are responsible for payment of the excess |osses.
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TAYLOR COUNTY

COMPARATIVE SCHEDULE OF

BUDGETED TO ACTUAL OPERATING REVENUE

Fiscal Y ear Ended June 30, 2001

Page 23

Budgeted Actua Over
Operating Operating (Under)

Budgeted Funds Revenue Revenue Budget
General Fund Type
General Fund $ 309006 $ 3537803 $ 438,797
Road and Bridge Fund 1,114,401 1,140456 26,055
Jail Fund 95,382 98,716 334
Local Government Economic Assistance Fund 2050 2,742 692
Fre Protection Fund 1,000 1,300 300
Soecial Revenue Fund Type
Community Development Block Grant Fund 687,436 505,659 (181,777)
Special Fund 62,465 38559 (23,906)
Pride Fund 15,000 15,000
Sate Fund 350,000 267,918 (82082
Adanta Fund 200,000 115544 (84,456)
Wireless Fund 49,002 58,624 9,622
Totals $ 565742 $ 5782321 $ 106579
Reconciliation
Total Budgeted Operating Revenue Above $ 5675742
Add: Budgeted Prior Year Surplus 884,443
Less: Budgeted Other Financing Uses (360,081)
Total Operating Budget Per Comparative Schedule

Of Final Budget and Budgeted Expenditures $ 6200104
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TAYLOR COUNTY
SCHEDULE OF OPERATING REVENUE

Fiscal Y ear Ended June 30, 2001

GOVERNMENTAL FUND TYPES

Totals Special

(Memorandum Generd Revenue
Revenue Categories Only) Fund Type Fund Type
Taxes $ 3024797 $ 3024797 $
In Lieu Tax Payments 12964 12,964
Excess Fees 159,272 159,272
Licenses and Permits 83,288 83,288
Intergovernmental Revenues 2577,819 1,227,526 1,350,293
Charges for Services 127121 127121
Miscellaneous Revenues 51,778 51,778
Interest Earned 95,306 4,271 1035

Total Operating Revenue $ 6132345 $ 4781017 $ 1,351,328
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TAYLOR COUNTY
COMPARATIVE SCHEDULE OF
FINAL BUDGET AND BUDGETED EXPENDITURES

Fiscal Y ear Ended June 30, 2001

GENERAL FUND TYPE

Under
Final Budgeted (Over)
Expenditure Categories Budget Expenditures Budget
General Government $ 918508 $ 837336 $ 81,172
Protection to Persons and Property 1,556,366 1511674 44,692
General Health and Sanitation 120,250 112,337 7913
Social Services 22,076 16,110 5,966
Recreation and Culture 103,000 86,261 16,739
Transportation Facilities and Services 9,600 9,241 359
Roads 1,212,744 1,116,566 96,178
Airports 37,316 37,316
Debt Service 25,000 6,701 18,299
Capital Projects 25,695 25,695
Administration 801,296 756,496 44,800
Total Operating Budget - All General
Fund Types $ 483181 $ 4490038 $ 341,813

Other Financing Uses:
Borrowed Money-

Kentucky Advanced Revenue
Program - Principal 1,698,800 1,698,800
Jail Lease - Principal 360,081 360,081

TOTAL BUDGET - ALL GENERAL
FUND TYPES $ 6830732 $ 6548919 $ 341,813
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TAYLOR COUNTY
COMPARATIVE SCHEDULE OF
FINAL BUDGET AND BUDGETED EXPENDITURES
Fiscal Y ear Ended June 30, 2001

(Continued)
SPECIAL REVENUE FUND TYPE
Under

Final Budgeted (Over)
Expenditure Categories Budget Expenditures Budget
Protection to Persons and Property $ 49002 $ $ 49,002
General Health and Sanitation 15,000 15,000
Social Services 200,000 115544 84,456
Administration 1,104,251 795,715 308,536

Total Operating Budget - All Special
Revenue Fund Types $ 1368253 $ 926259 $ 441,994




REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS







EDWARD B. HATCHETT, JR.
AUDITOR OF PuBLIC ACCOUNTS

To the People of Kentucky
Honorable Paul E. Patton, Governor
T. Kevin Flanery, Secretary
Finance and Administration Cabinet
Dana Mayton, Secretary, Revenue Cabinet
Honorable Eddie Rogers, Taylor County Judge/Executive
Members of the Taylor County Fiscal Court

Report On Compliance And On Internal Control
Over Financial Reporting Based On An Audit Of Financia
Statements Performed In Accordance With Government Auditing Standards

We have audited the financial statements of Taylor County, Kentucky, as of and for the year ended
June 30, 2001, and have issued our report thereon dated March 22, 2002. We did not audit the
financial statements of the Taylor County Hospital District and Taylor County Hospital District
Health Facility Corporation. Other auditors audited those financial statements and their report was
furnished to us. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller Genera of the United States.

Compliance

As part of obtaining reasonable assurance about whether Taylor County’s financia statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, noncompliance with which could have a direct and materia
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed an instance of honcompliance that is
required to be reported under Government Auditing Standards and which is described in the
accompanying schedule of findings and questioned costs.

Reference Number 2001-1

* All Claims Should Be Presented To Fiscal Court For Review And Approval Prior To Payment

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Taylor County’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over
financial reporting.

144 CAPITOL ANNEX 2501 GEORGETOWN ROAD, SUITE 2
FRANKFORT, KY 40601—-3448 FRANKFORT, KY 40601-5539
TELE. 502.564.5841 AN EQUAL OPPORTUNITY EMPLOYER M/ F / D TELE. 502.573.0050
FAX 502.564.2912 FAX 502.573.0067

ehatchett@kyauditor.net
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Report On Compliance And On Internal Control
Over Financial Reporting Based On An Audit Of Financia
Statements Performed In Accordance With Government Auditing Standards
(Continued)

Internal Control Over Financial Reporting (Continued)

Our consideration of the internal control over financia reporting would not necessarily disclose all
matters in the internal control over financial reporting that might be material weaknesses. A
material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to arelatively low level the risk that misstatements in amounts
that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over financial reporting and its
operation that we consider to be material weaknesses.

Thisreport isintended solely for the information and use of management and is not intended to be,
and should not be, used by anyone other than the specified party.

Respectfully submitted,

S0 Redble

Edward B. Hatchett, Jr.
Auditor of Public Accounts

Audit fieldwork completed -
March 22, 2002



REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133







EDWARD B. HATCHETT, JR.
AUDITOR OF PuBLIC ACCOUNTS

To the People of Kentucky

Honorable Paul E. Patton, Governor

T. Kevin Flanery, Secretary

Finance and Administration Cabinet

Dana Mayton, Secretary, Revenue Cabinet

Honorable Eddie Rogers, Taylor County Judge/Executive
Members of the Taylor County Fiscal Court

Report On Compliance With Requirements
Applicable To Each Major Program And On Internal
Control Over Compliance In Accordance With OMB Circular A-133

Compliance

We have audited the compliance of Taylor County, Kentucky, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its mgor federal programs for the year
ended June 30, 2001. Taylor County’s major federal programs are identified in the summary of
auditor’'s results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of
its major federa programs is the responsibility of Taylor County’s management. Our responsibility
isto express an opinion on Taylor County’ s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and
OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance
about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a mgjor federal program occurred. An audit includes
examining, on a test basis, evidence about Taylor County’s compliance with those requirements
and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination of Taylor County’ s compliance with those requirements.

In our opinion, Taylor County complied, in all material respects, with the requirements referred to
above that are applicable to each of its mgjor federal programs for the year ended June 30, 2001.

144 CAPITOL ANNEX 2501 GEORGETOWN ROAD, SUITE 2
FRANKFORT, KY 40601-3448 FRANKFORT, KY 40601-5539
TELE. 302.564.5841 AN EQUAL OPPORTUNITY EMPLOYER M/F /D TELE. 502.573.0080
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Report On Compliance With Requirements
Applicable To Each Major Program And On Internal Control
Over Compliance In Accordance With OMB Circular A-133
(Continued)

Internal Control Over Compliance

The management of Taylor County is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered Taylor
County’s internal control over compliance with requirements that could have a direct and materia
effect on a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over compliance in
accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters
in the interna control that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more of the internal control components does not reduce to
a relatively low level the risk that noncompliance with applicable requirements of laws,
regulations, contracts, and grants that would be material in relation to a major federal program
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control
over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of management, federa awarding
agencies, and pass-through entities, and is not intended to be, and should not be, used by anyone
other than the specified parties.

Respectfully submitted,

S0 Redb il

Edward B. Hatchett, Jr.
Auditor of Public Accounts

Audit fieldwork completed -
March 22, 2002
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TAYLOR COUNTY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Fiscal Y ear Ended June 30, 2001

SUMMARY OF AUDIT RESULTS

The auditor’s report expresses an unqualified opinion on the financial statements of Taylor
County.

No reportable conditions relating to the audit of the financial statements are reported in the
Report On Compliance And On Internal Control Over Financial Reporting Based On An Audit
Of Financial Statements Performed in Accordance With Government Auditing Standards.

One instance of noncompliance materia to the financial statements of Taylor County was
disclosed during the audit.

No reportable conditions relating to the audit of the major federa awards programs are
reported in the Report On Compliance With Requirements Applicable To Each Mg or Program
And On Internal Control Over Compliance In Accordance With OMB Circular A-133.

The auditor’s report on compliance for the audit of the major federal awards programs for
Taylor County expresses an unqualified opinion.

No audit findings relative to the major federal awards programs for Taylor County are reported
in Part C of this schedule.

The program tested as a major program was. Community Development Block Grant CFDA
#14.228.

The threshold for distinguishing Type A and B programs was $300,000.

Taylor County was not determined to be alow-risk auditee.

FINDINGS - FINANCIAL STATEMENTSAUDIT

REPORTABLE CONDITIONS

None.

NONCOMPLIANCE

Reference Number 2001-1

All Claims Should Be Presented To Fiscal Court For Review And Approval Prior To Payment

During our test of expenditures, we noted thirteen claims totaling $857,990 that were not reviewed
and approved by Fiscal Court prior to payment. KRS 68.275 requires that all claims be reviewed
and approved by Fiscal Court prior to payment. We recommend that the County submit all claims
to Fiscal Court for review and approval prior to payment.

County Judge/Executive Eddie Rogers Response:

We are aware that this happened and it has been corrected.

C.

FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL AWARDS PROGRAM
AUDIT

None.
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TAYLOR COUNTY

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Y ear Ended June 30, 2001

Federal Grantor
Program Title
Grant Name (CFDA #)

Cash Programs:

U.S. Department of Housing and
Urban Development

Passed-Through State Department
for Local Government:
Community Development Block
Grants:
Green River (CFDA #14.228)
Microenterprise (CFDA #14.228)

Total U.S. Department of Housing
and Urban Development

U.S. Department of Justice

Passed-Through State Justice Cabinet:
Alternative Program to Juvenile
Detention (CFDA #16.523)

U.S. Department of Commerce

Direct Program:
Personal Responsibility In A
Desirable Environment
(CFDA #11.469)

U.S. Department of Health
and Human Services

Direct Program:
Targeted Capacity Expansion
(CFDA #93.230)

Total Cash Expenditures of Federal Awards

Pass-Through
Grantor's Number

Page 47

98-DC-21-0001(017)
98-DC-21-0001(040)

00-JB-V X-0021(201)

CF00-47

S5H79T112354-02

Expenditures
$ 479,998
37,437

$ 517,435
52,030

15,000
115544

$ 700,009
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TAYLOR COUNTY
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Fiscal Y ear Ended June 30, 2001

Note 1 - Basisof Presentation
This scheduleis presented on amodified cash basis.

Note 2 - As required by this grant agreement, all program moneys received by the recipient after
the completion of all recipient grant activities shall be used by the recipient for
community or economic development activities eligible for assistance under Title | of the
Housing and Community Development Act of 1974, so specified in the Commonwealth of
Kentucky's Community Development Block Grant Eligible Activities Policy Statement.

Note 3 - The federal expenditures for Targeted Capacity Expansion consisted of payments to the
following subrecipient:

Pass-Through
Subrecipeint N umber Grant Amount

Adanta 5H79T112354-02 $ 115,544




CERTIFICATION OF COMPLIANCE -
LOCAL GOVERNMENT ECONOMIC ASSISTANCE AND DEVELOPMENT PROGRAMS

TAYLOR COUNTY FISCAL COURT

Fiscal Y ear Ended June 30, 2001
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CERTIFICATION OF COMPLIANCE
L.OCAL GOVERNMENT ECONOMIC ASSISTANCE AND DEVELOPMENT PROGRAMS

TAYLOR COUNTY FISCAL COURT
Fiscal Year Ended June 30, 2001

The Taylor County Fiscal Court hereby certifies that assistance received from the Local
Government Economic Development Program and Local Government Economic Assistance
Program was expended for the purpose intended as dictated by the applicable Kentucky Revised

-

Statutes.

Eddic Rogers
County Judge/Exccutive

v Ch e g
Maxine White
County Treasurer
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TAYLOR COUNTY HOSPITAL DISTRICT

AND

TAYLOR COUNTY HOSPITAL DISTRICT
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Taylor County Hospital District and Taylor County Hospital District
Health Facility Corporation

Years ended June 30, 2001 and 2000 with Report of Independent Auditors



Taylor County Hospital District and
Taylor County Hospital District
Health Facility Corporation

Combined Financial Statements

Years ended June 30, 2001 and 2000
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Louisville, Kentucky 40202

Report of Independent Auditors

Board of Trustees
Taylor County Hospital District

We have audited the accompanying general-purpose combined financial statements of the
Taylor County Hospital District and Taylor County Hospital District Health Facility
Corporation (the Hospital) as of and for the years ended June 30, 2001 and 2000, as listed in
the table of contents. These general-purpose financial statements are the responsibility of the
Hospital’s management. Our responsibility is to express an opinion on these general-purpose
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States and the standards applicable to financial audits conducted in accordance with
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the general-purpose financial statements referred to above present fairly, in all
material respects, the combined financial position of the Hospital as of June 30, 2001 and
2000, and the combined results of its operations and its cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report dated
September 6, 2001 on our consideration of the Hospital’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts and grants. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Srnct + LLP

September 6, 2001

Ernst & Young LLP is a member of Ernst & Young International, Ltd. 1



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Combined Balance Sheets

Assets
Current assets:
Cash and cash equivalents
Patient accounts receivable, less allowance for
uncollectible accounts of $3,032,000
in 2001 and $2,930,000 in 2000
Inventories
Prepaid expenses and other current assets
Total current assets

Assets limited as to use:
By Board of Trustees:
Depreciation reserve fund
Retirement funds and unemployment compensation
Total assets limited as to use

Property and equipment:
Land
Building and improvements
Equipment

Less accumulated depreciation and amortization

Construction in progress
Net property and equipment

Investment in JHHN Regional Service Center
Prepaid pension cost

Other assets

Total assets

June 30

2001

2000

$ 3,669,412 $ 2,785,257

5,372,849 5,806,774
479,648 661,416
552,251 405,329

10,074,160 9,658,776

8,351,814 7,415,519
507,722 593,364

8,859,536 8,008,883
411,362 411,362

13,848,942 12,815,609
16,338,719 15,337,380
30,599,023 28,564,351
18,924,112 17,294,295
11,674,911 11,270,056
- 124,165
11,674,911 11,394,221
405,000 112,000
122,804 -
65,945 159,810

$ 31,202,356 $ 29,333,690




Liabilities and fund balance
Current liabilities:
Accounts payable and accrued expenses
Accrued salaries, wages and withholdings
Accrued vacation and sick leave
Estimated amounts payable to Medicare and Medicaid
“Current portion of long-term obligations
Total current liabilities

Long-term obligations, less current portion
Accrued pension cost

Fund balance

Total liabilities and fund balance

See accompanying notes.

June 30
2001 2000

$ 1,092,810 $ 1,756,853

606,222 456,767
619,747 615,380
1,685,733 1,153,147
195,174 82,779

4,199,686 4,064,926

8,899 189,926
- 12,686

26,993,771 25,066,152

$ 31,202,356 $ 29,333,690




Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

2. Accounting Policies (continued)
Charity Care

The Hospital provides care to patients who meet certain criteria under its charity care policy.
Charity care is not reported as net patient service revenue. The Hospital maintains records to
identify and monitor the level of charity care it provides. Charges for services furnished under

the charity care policy at established rates were approximately $525,000 and $831,000 for
2001 and 2000, respectively.

Functional Expenses

The Hospital’s general and administrative costs represented approximately 11% and 12% of
total operating expenses in 2001 and 2000, respectively.

Ad Valorem Taxes
The Hospital received approximately 2% of its revenues from ad valorem taxes in 2001 and

2000. Such tax receipts are board designated for replacement, expansion and improvement of
Hospital facilities and debt service of the Hospital. These funds were used as follows:

2001 2000
Percentage used for debt service on long-term obligations 0% 2%
Percentage used for capital-related expenditures 100% 98%

The Hospital allows reductions to patient billings to the extent of taxes paid by the patient
(up to a lifetime maximum of $1,000). The Hospital allowed reductions of approximately
$115,000 and $100,000 in 2001 and 2000, respectively, which are reported as reductions of
gross patient service revenue.

Tax-Exempt Status
Pursuant to a determination letter dated March 23, 1992, the Hospital is considered tax-

exempt under Section 501(a) of the Internal Revenue Code (the Code) as an organization
described in section 501(c)(3) of the Code.

11



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

2. Accounting Policies (continued)
Reclassifications

Certain 2000 amounts have been reclassified in the combined financial statements to conform
with 2001 classifications.

3. Medicare and _Meg_iicaid

The Hospital participates in the Medicare and Medicaid programs (the Programs). In 2001,
approximately 35% and 11%, respectively, of net patient service revenue was derived from
services to patients covered by these Programs. In 2000, approximately 37% and 11%,
respectively, of net patient service revenue was derived from services to patients covered by
these Programs. In the health care industry, laws and regulations governing the Programs are
extremely complex and subject to interpretation. As a result, there is at least a reasonable
possibility that recorded estimates will change by a material amount in the near term.
Compliance with such laws and regulations can be subject to future government review and
interpretation, as well as significant regulatory action including fines and penalties. The
Hospital believes that it is in compliance with all applicable laws and regulations and is not
aware of any pending or threatened investigations involving allegations of potential
wrongdoing.

Reimbursement from the Programs is determined from annual cost reports that are subject to
audit by the Programs. The Hospital’s management believes that amounts recorded in the
financial statements for estimated settlements will approximate the final settlements for
unsettled cost reports.

Medicare

Payments from Medicare for inpatient services are based upon the patient's diagnosis,
irrespective of cost. The diagnosis upon which payment is based is subject to review by
Medicare representatives. Beginning in the latter half of 2000, Medicare payments for most
hospital outpatient services are made based upon the patient’s diagnosis. Prior to the
implementation of the diagnosis-based payments, Medicare payments for outpatient services
were made based upon reimbursable costs. Such reimbursable costs were determined from
annual cost reports filed with and subject to audit by the Medicare Program. The Hospital's
cost reports have been audited and settled through June 30, 1998.

12



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

3. Medicare and Medicaid (continued)
Medicaid

Medicaid reimburses the Hospital on a prospectively determined rate per patient day (which
is derived from Medicaid's defined cost) for inpatient services and based upon cost for
outpatient services. Payments for such services are subject to audit by the Medicaid Program.
Provision has been made for adjustments, if any, resulting from such audits.

The Commonwealth of Kentucky imposes a tax on health care providers at a rate of 2.5% for
inpatient and outpatient revenue, as defined. Additionally, the legislation provides for a
system of reimbursement for services provided to certain indigent patients. Transactions
under this program for 2001 and 2000 were as follows:

2001 2000
Payments received (or accrued) from KHCP included in
net patient service revenue $ 273,060 $ 279,750
Kentucky Provider Tax Program payments $ 751,571 $§ 719,228

4. Accounts Receivable

The Hospital provides services on account without collateral from its patients, most of whom
are local residents. The mix of receivables from patients and third-party payors at June 30,
2001 and 2000 was as follows:

2001 2000
Medicare 10% 12%
Medicaid 8% 8%
Anthem/Blue Cross 8% 11%
‘Private pay 49% 46%
Other 25% 23%
Total 100% 100%

13



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

5. Investment in JHHN Regional Service Center

During fiscal 2000, the Hospital acquired a 5% interest in JHHN Regional Service Center
(the RSC) through a cash payment of $161,000 and a commitment to transfer inventory with
a value of approximately $172,000 in the future. During fiscal 2001, the Hospital transferred
inventory with a book value of approximately $189,000 and was reimbursed by the RSC for
the difference between the actual value of the inventory transferred and the amount
committed which amounted to approximately $12,000. The RSC is a partnership that
operates as a regional warehouse and distribution center. The Hospital’s investment in the
RSC is accounted for on the equity method as it is operated for the mutual benefit of the
members of the joint venture. The Hospital purchased supplies from the RSC totaling
$1,342,500 and $297,000 in fiscal years 2001 and 2000, respectively.

6. Long-Term Obligations

Long-term obligations at June 30, 2001 and 2000 consist of:

2001 2000
Note payable to bank $ 189,909 $ 272,705
Capital lease 14,164 —

204,073 272,705
Less current portion 195174 - 82779

$ 8,899 $ 189,926

The note payable to bank was repaid in full in August 2001.

The capital lease is payable in monthly installments of $525, including principal and interest
at 4.75%, through November 2003.

14



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

7. Retirement Plan
Pension Plan Description

The Taylor County Hospital District Health Facility Pension Plan (the Plan) is a single-
employer defined benefit pension plan administered by the Principal Mutual Life Insurance
Company covering substantially all of the Hospital’s employees. The Plan provides
retirement, disability and death benefits to plan participants and beneficiaries. The Hospital
reserves the right to amend the Plan at any time. If the Plan is terminated, the plan assets will
be distributed among the plan participants based upon a priority allocation procedure. The
Hospital would then be liable for any unfunded vested benefits to the extent required by law.

Funding Policy
The contributions of the Hospital to the Plan meet the minimum funding requirements
established by the Plan. The entire cost of the Plan is borne by the Hospital. Therefore, active

plan members are not required to contribute to the Plan. The Hospital is required to
contribute at actuarially determined amounts.

15



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

7. Retirement Plan (continued)
Annual Pension Cost and Net Pension Obligation

The Hospital’s annual pension cost and net pension obligation of the Plan for the years ended
June 30, 2001 and 2000 were as follows:

2001 2000
Annual required contribution $ 166,672 $ 185,824
Interest on net pension obligation 1,015 5,443
Adjustment to annual required contribution 3,177) (17,040)
Annual pension cost 164,510 174,227
Contributions made (300,000) (229,578)
Decrease in net pension obligation (135,490) (55,351)
Net pension obligation, beginning of year 12,686 68,037
Net pension (prepayment) obligation, end of year $(122,804) $ 12,686

The annual required contributions for the years ended June 30, 2001 and 2000 and estimated
liabilities as of January 1, 2001 and 2000 were determined as part of the actuarial valuations
using the projected unit credit actuarial cost method. The actuarial assumptions used at
January 1, 2001 and 2000 were as follows:

2001 2000
Investment rate of return 8% 8%
Projected salary increases (retirement plan only) 4% 4%
Discount rate 8% 8%

The market value of plan assets is used to determine the actuarial value of assets as part of
the funding method. The unfunded actuarial accrued liability is being amortized as a level
dollar amount in accordance with ERISA amortization periods.

16



Taylor County Hospital District and
Taylor County Hospital District Health Facility Corporation

Notes to Combined Financial Statements (continued)

7. Retirement Plan (continued)

Three-Year Trend Information

Annual Percentage
Fiscal Year Ending Pension of APC Net Pension
Cost (APC) Contributed Obligation
(Prepayment)
June 30, 1999 $ 296,132 111% $ 68,037
June 30, 2000 $ 174,227 111% $ 12,686
June 30, 2001 $ 164,510 182%  $ (122,804)
Schedule of Funding Progress
(Dollars in Thousands)
Total
Unfunded
Actuarial
Accrued UAAL (FE)
Liability as a
Actuarial Actuarial (Funding Annual  Percentage
Valuation Valuation  Accrued Excess) Funded Covered of Covered
Date Plan Assets Liability UAAL (FE). Ratio Payroll Payroll
January 1,1999 § 3,781 $ 3,376 $ 404) 1120% $ 8,978 (4.5)%
January 1,2000 $ 4,220 $ 3,736 $ (484) 1129% $ 9,244 5.2)%
January 1,2001 $ 4,514 $ 4,061 $ @459) 111.2%  $ 10,005 4.5) %

8. Contingencies and Commitment

The Hospital is insured against professional liability (malpractice) claims under a claims-
made basis insurance policy. Liabilities for incurred but not reported losses are not
determinable; however, in the opinion of management, such liabilities, if any, would not have
a material effect on the Hospital's financial statements for the years ended June 30, 2001 and
2000. In the opinion of management, malpractice and general liability insurance coverage is

adequate to cover losses, if any.
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